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FEDERAL

Summary of Legislation: Local Riverboat Revenue: This bill authorizes the use of various revenues
associated with riverboat gaming to reduce a unit's levy for a particular year without reducing the unit's
maximum levy. It standardizes the provisions of current law authorizing the use of riverboat gaming revenue
for property tax relief. 

Local Borrowing: This bill provides that bonds and leases issued by political subdivisions and payable from
sources other than property taxes are subject to approval by the Department of Local Government Finance
(DLGF). It establishes additional criteria for DLGF approval of property tax based bonds and leases (which
are subject to DLGF approval under current law). The bill requires political subdivisions to report certain
information concerning new bond issues and leases to the DLGF and to make annual reports to DLGF
concerning outstanding bonds and leases. It also requires DLGF to compile information from the reports in a
data base and to post information from the reports on the Internet. 

Library Budgets and Levies: The bill requires, for a public library whose board is not comprised of a majority
of elected members, operating budget and tax levy review by the fiscal body of the municipality, township, or
county in which the library is located if the library proposes a levy increase of more than 5%. 

Assessment of Low Income Rental Housing: The bill repeals the provision that prohibits consideration of the
value of federal income tax credits in determining the assessed value of low income housing property.

Inventory Deduction and CEDIT Homestead Credit: This bill extends until June 1, 2005, the time in which
an ordinance may be adopted in a county to provide: (1) a property tax deduction for inventory assessed in
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2005; and (2) a homestead credit funded from County Economic Development Income Tax (CEDIT) revenues
to eliminate the effects of the inventory deduction on homesteads. 

Appeal Notifications: This bill provides that if the county auditor determines in an appeal of a property
assessment that the assessed value of the items appealed constitutes at least 1% of a taxing unit's total assessed
value for the preceding year: (1) the county auditor must provide notice to the affected taxing unit; and (2) the
affected taxing unit, although not a party to the appeal, may participate in the hearing. 

Report on Local Government Finances: This bill requires DLGF to prepare and post on the Internet an annual
report on the each political subdivision's per capita spending. 

Petition and Remonstrance: The bill allows tenants of residential property to sign petitions and remonstrances
with respect to a petition and remonstrance contest for a controlled project. It requires an accompanying
affidavit for tenants to affirm they are tenants. 

Local Property Tax Credits: For property taxes payable in 2005 through 2008, the bill allows a county fiscal
body to apply one of the following property tax credits: (1) a credit for property taxes on tangible property in
the amount by which the taxes exceed 2% of the assessed value of the property; or (2) a credit for a homestead
that had an excessive tax increase in the last general reassessment. For property taxes payable after 2008, the
bill allows the county fiscal body to apply a credit for property taxes on tangible property in the amount by
which the taxes exceed 2% of the assessed value of the property.  

Local Property Tax Credits Funded by Appeal Settlements: This bill provides that the part of the money
received from certain property tax settlements that is attributable to taxes imposed by a political subdivision
may be used to provide property tax credits in the political subdivision to taxpayers other than taxpayers that
paid the settlement. 

Limitation on Use of Multiple Tax Credits: This bill limits a taxpayer from using more than one state tax
liability credit for the same project. 

EDGE Credits: This bill authorizes the Indiana Economic Development Corporation (IEDC) to determine the
amount of local incentives required for approval of an EDGE credit for job retention. It provides that the
unused portion of an EDGE credit is not refundable but may be carried over for two years. The bill extends
the $5,000,000 statewide annual cap on EDGE credits for job retention through the 2006 and 2007 state fiscal
years. It also requires an applicant for an EDGE credit to agree to maintain operations for at least two years
after the last year in which a credit or carryover is claimed (instead of a period twice as long as the term of the
tax credit). The bill requires consideration of the extent to which the granting of an EDGE credit would reduce
the amount available to fund the purposes of a community revitalization enhancement district (CRED) or
certified technology park (CTP). 

Hoosier Business Investment (HBI) Tax Credit: This bill changes the amount of the Hoosier business
investment tax credit from 30% to 10% of the qualified investment and deletes the provision stating that the
amount of the credit claimed in a taxable year may not exceed the lesser of the taxpayer's state tax liability
growth or 30% of the qualified investment. It repeals the definition of state tax liability growth. The bill also
deletes the requirement that an applicant for the credit must have conducted business in Indiana for at least one
year before the date of the application. This bill provides that the credit may be carried over for a maximum
of five years (instead of nine years). 
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CRED Tax Credit: The bill reduces the income tax incremental amount that the state is required to pay to a
CRED or CTP by the amount of the economic development for a growing economy tax credits granted to
businesses operating in the CRED or CTP. It allows a taxpayer to carry over an unused CRED tax credit for
only nine taxable years. The bill also defines gross retail incremental amount and income tax incremental
amount in the law governing CTP's. It provides reporting standards for a business in a CRED. 

CRED and PSCDA Establishment Requirements: This bill requires notice to be given to taxing units affected
by the creation of a CRED or professional sports development area.

Effective Date: March 30, 2004 (retroactive); January 1, 2005 (retroactive); March 1, 2005 (retroactive);
March 31, 2005 (retroactive); Upon passage; July 1, 2005.

Explanation of State Expenditures:  Local Riverboat Revenue: If local riverboat money is used to reduce
property taxes, the state’s expenses for PTRC and Homestead Credits will be reduced. PTRC and homestead
credits are paid from the Property Tax Replacement Fund (PTRF). These credits are paid from the state
General Fund if insufficient balances are available in the PTRF.

Local Borrowing: The bill provides that bonds and leases issued by political subdivisions and payable from
sources other than property taxes are subject to approval by the DLGF. A political subdivision must file a
petition requesting approval from the DLGF to issue bonds or enter into a lease. It establishes additional
criteria for DLGF approval of property tax based bonds and leases (which are subject to DLGF approval under
current law). 

The DLGF may seek recommendations from the Local Government Tax Control Board (LGTCB) and the
Department of State Revenue (DOR) when determining whether to authorize incurring the bonded indebtedness
or the execution of the lease. The LGTCB, the DOR, and other state agencies must provide information to the
DLGF that the DLGF considers necessary to determine the estimated impact of the issuance of bonds or
execution of a lease on a political subdivision's tax rates. The DLGF may approve or disapprove the proposed
bond issue or lease agreement; or approve an alternative financing arrangement after consideration of specified
factors. The DLGF must render a decision not later than three months after the date it receives a request for
approval. If a decision is not rendered within that time, the bond issue or lease agreement is considered
approved unless the DLGF takes a three-month extension. The DLGF must mail notice of the extension to the
executive officer of the political subdivision at least ten days before the end of the original three-month period.
If a decision is not rendered within the extension period, the issue is considered approved. 

A political subdivision that issues bonds or enters into a lease after December 31, 2005, must supply the DLGF
with information concerning the bond issue or lease within 20 days after the issuance or execution. The DLGF
may establish a procedure that permits a political subdivision to transfer the information in a uniform format
through a secure connection over the Internet or through other electronic means. Each political subdivision that
has any outstanding bonds or leases must submit a report to the DLGF before March 1of 2006 and each year
thereafter that includes a summary of all its outstanding bonds and leases as of January 1 of that year. The
report must include certain information required by the DLGF. The DLGF must compile an electronic data
base that includes the information and after December 31, 2006, post the information at least annually on the
Internet. The DLGF may adopt rules to implement the above.

(Revised) Assessment of Low Income Rental Housing: The state pays Property Tax Replacement Credits
(PTRC) in the amount of 60% of school general fund levies attributable to all property and 20% of the portion
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of all operating levies (including the remaining 40% of the school GF levy) that are attributable to real property
and non-business personal property. Homestead credits are paid by the state in the amount of 20% of the net
property tax due for qualifying funds on owner-occupied residences.

An  increase in low income rental housing AV would shift part of the tax burden from personal property and
from homesteads (along with all other properties) to the rental properties. Tax shifts from business personal
property to real property would cause the state’s expense for the 20% PTRC to increase. The shift from
homesteads to non-homestead property would cause the state’s homestead credit expense to decline.

If Section 42 federal income tax credits were considered in calculating AV by all assessors, as discussed in
Explanation of Local Revenues, the increase in state PTRC expense is estimated at a range of $45,000 to
$72,000 in FY 2006 (partial year) and $133,000 to $213,000 in FY 2007. The homestead credit savings would
be estimated between $82,000 to $132,000 in FY 2006 (partial year) and $262,000 to $420,000 in FY 2007.
Total PTRC and homestead expenses would decline by a range of about $37,000 to $60,000 in FY 2006
(partial year) and $129,000 to $206,000 in FY 2007. 

(Revised) Inventory Deduction: The DLGF would be permitted to adopt interim rules in the manner provided
for the adoption of emergency rules to govern the determination of deductions, the processing of personal
property tax returns, and the calculation of the assessed valuation (AV) of each taxpayer in cases in which the
personal property is eligible for a deduction as the result of the adoption of an ordinance after March 30, 2004,
and the taxpayer did not take the deduction on the taxpayer's personal property tax return.

(Revised) Appeal Notifications: Under current law, the Indiana Board of Tax Review (IBTR) must mail a
notice of an IBTR hearing to the taxpayer, the DLGF, township assessor, county assessor, and county auditor.
The notice must include the date of the hearing. This bill would require that the notice also include the disputed
item's previous year's AV, the action taken by the DLGF, and a statement that an affected taxing unit may
attend the hearing, offer testimony, and file a brief in the proceeding. An affected taxing unit would not,
however, be a party to the appeal. An affected unit is one in which the AV of the appealed items constitutes
at least 1% of the unit's total gross certified AV for the preceding assessment date, as determined by the county
auditor.

In addition, the IBTR must include a copy of the petition requesting review in the mailings and send notice of
its final determination to the affected taxing units. This proposal would increase notice preparation and
transmission costs. 

(Revised) Report on Local Government Finances. Not later than May 1 of each year, the DLGF’s Division
of Data Analysis would be required to prepare an annual report of per capita expenditures for each political
subdivision for the preceding year. The Division would have to post the report on the DLGF website, file it with
the Governor, and file it in an electronic format with the General Assembly. The DLGF would incur additional
administrative expenses associated with the report.

Current law requires cities and towns to publish an annual report of receipts and expenditures. School
corporations are required to publish an annual financial report. The Department of Education (DOE) provides
guidelines on report preparation and assistance as needed. Under this proposal, cities, towns, and schools would
no longer be required to publish these reports. The DOE would no longer be required to provide guidelines or
assistance in the preparation of the school reports.
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(Revised) Local Property Tax Credits: This provision will not affect the state's expense for PTRC or
homestead credits. Taxing units may not adjust their property tax levies to offset the credit under this provision.

(Revised) Local Property Tax Credits Funded by Appeal Settlements: This provision will not affect the state's
expense for PTRC or homestead credits. The bill reduces the base on which PTRC and homestead credits are
paid by the amount that taxing units would have deposited into their levy excess funds if they had not opted
to provide credits with the settlement money. 

Department of State Revenue (DOR): The bill requires an advisory commission on industrial development that
designates a Community Revitalization Enhancement District (CRED) to report to the DOR (in addition to
reporting the employers, streets, and street numbers in a CRED as required by current statute): (1) the federal
identification number of each business in the CRED; (2) the street address of each employer in the CRED; and
(3) the name, telephone number, and email address (if available) of a contact person for each employer in the
CRED. The bill also requires businesses operating in a CRED to report, in the manner prescribed by the DOR,
information that it determines necessary to calculate the increment sales and income taxes for the CRED.

Budget Committee: The bill increases from 10 to 60 days the period of time that the Budget Committee has
to review and make a recommendations on allocation of state income and sales taxes in proposed Professional
Sports and Convention Development Areas (PSCDAs).

Explanation of State Revenues: (Revised) Assessment of Low Income Rental Housing: The State levies a
small tax rate for State Fair and State Forestry. An increase in the AV base would increase the property tax
revenue for these two funds. If the Section 42 federal income tax credits were considered by all assessors in
calculating AV, as discussed in Explanation of Local Revenues, the increase in State Fair and State Forestry
tax revenue would be estimated at $10,000 in FY 2006 (partial year) and $20,000 in FY 2007.

(Revised) Inventory Deduction: Extending the deadline by which a county can adopt an ordinance to provide
a property tax deduction for inventory assessed in 2005 could result in an increase in deductions for taxes paid
in CY 2006. Any reduction in the AV base would decrease the property tax revenue for the State Fair and State
Forestry Funds.

(Revised) Limitation on Use of Multiple Tax Credits: The bill prohibits a taxpayer (including pass through
entities and shareholders, partners, or members of pass through entities) from being granted more than one of
the tax credits listed in (1) to (8) below for the same project. This change applies beginning in 2005, regardless
of when tax credits were granted. Under the bill, any taxpayer that has been granted more than one of these tax
credits for the same project must elect to apply only one of them. This provision could potentially reduce the
amount of the specified tax credits obtained for economic development projects, to the extent that taxpayers
are successfully obtaining multiple tax credits for a single project. The potential fiscal impact of this change,
however, is indeterminable. 

(1) Enterprise Zone Investment Cost Credit.
(2) Industrial Recovery (Dinosaur) Tax Credit.
(3) Military Base Recovery Tax Credit.
(4) Military Base Investment Cost Credit.
(5) Capital Investment Tax Credit. 
(6) Community Revitalization Enhancement District (CRED) Tax Credit.
(7) Venture Capital Investment Tax Credit.
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(8) Hoosier Business Investment Tax Credit. 

(Revised) EDGE Credits: The bill makes the following changes relating to EDGE Credits.

(1) The bill extends to FY 2006 and FY 2007, the $5 M annual aggregate credit limit for EDGE Credits for
job retention. Current statute places this limit on credits approved during FY 2004 and FY 2005. 

(2) The bill provides that EDGE credits approved by the IEDC after June 30, 2005: (a) are not refundable; (b)
may not be carried back; and (c) may be carried forward for only two taxable years. Under current statute,
EDGE credits approved for taxpayer for a particular taxable year that exceed the taxpayer’s state tax liability,
are refundable. The precise impact of this change is indeterminable as data on refunds of EDGE credits is
unavailable. However, the change presumably could reduce the impact of future EDGE credits to the extent
that a taxpayer fails to exhaust the credits in three years. 

(3) The bill eliminates the minimum ratio of local incentives to EDGE credits for job retention set under current
statute at $1.50 in local incentives per $3 of EDGE credits. The bill provides that the IEDC determine the local
incentive match for EDGE credits for job retention.  To the extent, that the IEDC requires less than a 50%
incentive match, the bill could potentially result in more EDGE credits being approved for some projects than
would occur under current statute. The precise impact is indeterminable and depends on IEDC action.

(4) The bill excludes EDGE credits awarded for economic development projects in CREDs and certified
technology parks from the determination of incremental income taxes captured by CREDs or technology parks.
Under current statute, CREDs and certified technology parks are allowed to capture incremental income taxes
annually generated in these areas. Fourteen certified technology parks have been designated in Anderson,
Columbus, Daviess County, Evansville, Ft. Wayne, Hammond, Indianapolis, Kokomo, Muncie, Richmond,
Scottsburg, Shelbyville, Terre Haute, and West Lafayette. Currently, there are 8 CREDs. Marion and South
Bend each have one CRED, and Bloomington, Ft. Wayne, and Delaware County each have two CREDs. In
order to carry out this change, the bill does the following: 

(a) Requires that for projects in CREDs or certified technology parks to obtain EDGE credits, the local
unit that established the CRED or technology park must adopt an ordinance granting a credit at least equal to
the EDGE credit award. 

(b) Requires the IEDC Board to consider the extent to which a CRED or certified technology park
needs the incremental income tax attributable to a project for its purposes, when determining the total EDGE
credit amount for a project.

(c) Specifies that the income tax incremental amount within a certified technology park does not include
EDGE credits.

In 2003, the EDGE Board approved approximately $28.8 M in new credits for job creation to be used over a
period of  years. The credits were awarded for 16 projects expected to create 6,823 new jobs. The EDGE Board
also approved $2.0 M in new credits for job retention, also to be used over a period of years. The credits were
awarded for 2 projects expected to retain 2,450 jobs. From 1994 to 2003, EDGE credits for job creation were
approved for 114 projects. During those years, approximately $132.4 M in EDGE credits for job creation were
made available, with the total amount of credits certified so far equal to about $81.3 M. Approximately $38.2
M in EDGE credits for job creation were available for approved projects in tax year 2003. EDGE credits for
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job retention were awarded for the first time in 2003. EDGE credits may be claimed against the Adjusted Gross
Income Tax, Insurance Premiums Tax, or Financial Institutions Tax liabilities. 

(Revised) Hoosier Business Investment (HBI) Tax Credit: The bill makes the following changes relating to
HBI Credits approved by the IEDC Board after June 30, 2005.

(1) The bill lowers the percentage credit from 30% to 10% of qualified investment made by the taxpayer in the
state. In 2004 (the first year for the HBI Tax Credit), the EDGE Board (under prior law) approved credits
totaling about $331.7 M for 54 projects comprising about $1,106.1 M in qualified investment. Had the
maximum percentage credit been 10% instead of 30% (and assuming these projects would have moved forward
with the lower credit), total credits approved would be about $110.6 M. The impact of this change also will
depend on actions of the IEDC Board which will now administer the HBI Tax Credit.

(2)  The bill eliminates  the “state tax liability growth” limit on the amount of HBI credits that a taxpayer may
claim during a taxable year. Since the credit is nonrefundable under current statute, the new credit limit would
be the taxpayer’s state tax liability. The precise impact of changing this credit limit is indeterminable. However,
the change presumably would increase the impact of future credits approved for taxpayers that may otherwise
have insufficient growth in net income and state tax liability to exhaust the credits under the current scheme.
(“State tax liability growth” is equal to a taxpayer’s state tax liability in a taxable year minus the greater of:
(a) the taxpayer’s state tax liability in the most recent prior taxable year in which part of a credit was claimed
or (b) the taxpayer’s tax liability in the taxable year immediately preceding the taxable year in which the
investment was made.) 

(3) The bill reduces the carry forward period for unused HBI credits from nine to five years. As data on tax
liabilities for 2004 credit recipients is not available, the impact of this change is indeterminable, but could
reduce the impact of future HBI credits to the extent that a taxpayer fails to exhaust the credits in five years.

(4) The bill eliminates the current HBI Tax Credit requirement that an applicant must have conducted business
in Indiana for at least one year prior to applying for the credit. Elimination of this requirement could expand
the pool of potential applicants for the credit.

Under current statute, the IEDC Board is authorized to award the nonrefundable HBI Tax Credit for
expenditures on qualified investment determined to foster job creation and higher wages in Indiana. The tax
credit is equal to 30% of the qualified investment. However, the credit amount that the taxpayer may claim in
a taxable year is equal to the lesser of: (1) 30% of the qualified investment or (2) the taxpayer’s state tax
liability growth. A taxpayer may claim the credit against the AGI Tax, Insurance Premiums Tax, or Financial
Institutions Tax liability. The tax credit may be awarded only for qualified investment made during tax years
2004 to 2007. The credit is nonrefundable and may not be carried back. Unused tax credits may be carried over
for up to nine years after the year in which the investment was made.

(Revised) CRED Tax Credit: The bill limits carry forward of the CRED Tax Credit to nine years following
the year the credit is approved. This change applies to carry forward of the credit beginning in 2005, regardless
of when the tax credit was first accrued. This could potentially reduce the amount of credits approved that are
ultimately taken against a taxpayer’s tax liability. However, the extent of this impact is indeterminable.
Through November 2004, approximately $11.6 M in CRED Tax Credits have been approved. The extent to
which these tax credits will be carried over is unknown. 
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Under current statute, a taxpayer who makes a qualified investment for the redevelopment or rehabilitation of
property located within a CRED is entitled to this credit. The credit is based on 25% of the qualified
investment. The expenditures must be made under a plan adopted by an advisory commission on industrial
development and approved by the Indiana Economic Development Corporation (IEDC). The credit may be used
to reduce the taxpayer's tax liability against the Adjusted Gross Income Tax, CAGIT, COIT, CEDIT, the
Insurance Premiums Tax, and the Financial Institutions Tax. The taxpayer may carry any excess credit over
to the immediately following years, but is not entitled to a carryback or refund of any unused credit. A taxpayer
is not entitled to a credit if they substantially reduce or cease to operate in another area of the state in order to
relocate within the district. Revenue from the corporate AGI Tax, the Financial Institutions Tax, and the
Insurance Premiums Tax is distributed to the state General Fund. The revenue from the individual AGI Tax
is deposited in the state General Fund (86%) and the Property Tax Replacement Fund (14%). 

Explanation of Local Expenditures:  Local Riverboat Revenue: The bill changes current statute to clarify
the types of revenue comprising a Riverboat Fund established by a local unit. Current statute simply allows
a local unit to establish a Riverboat Fund if it receives revenue from Riverboat Admission or Wagering Taxes,
or from a revenue sharing agreement with a city or county that receives revenue from these two taxes. The bill
specifies that a Riverboat Fund consists of money received from Riverboat Admission or Wagering Taxes,
whether received directly or through a revenue sharing agreement; and money received under an economic
development agreement with a licensed riverboat owner, whether received directly or through a revenue sharing
agreement.

The bill also specifies that money in a Riverboat Fund may be used by a local unit to reduce its property tax
levy for a particular year, but not reduce its maximum levy. This changes current statute relating to use of
Riverboat Wagering Tax revenue by a local unit. Current statute, prohibits a local unit from using Riverboat
Wagering Tax revenue to reduce the property tax levy for a particular year. In addition, current statute is silent
regarding the use of money received by a local unit from economic development agreements with riverboat
owners. Under the bill, money from these agreements also could be used to reduce a local unit's property tax
levy for a particular year. (Note: Under current statute, admission tax revenue distributed to local unites and
revenue sharing money received by non-Riverboat counties and local units within these counties may be used
to reduce the property tax levy for a particular year, but may not be used to reduce the maximum levy.) FY
2004 distributions of Riverboat Wagering and Riverboat Admission Taxes to local units are reported in the
table below. In addition, the table reports the supplemental payment from the Property Tax Replacement Fund
to replace shortages in Admission Tax distributions in FY 2003. The shortages are computed as the difference
between the FY 2002 distribution level and the distribution to a local unit in a particular fiscal year. 
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(Revised) Local Borrowing and Report on Local Government Finances: The bill provides that a political
subdivision must file a petition requesting DLGF’s approval to issue bonds or enter into leases payable from
sources other than property taxes. A political subdivision may also petition for judicial review of the final
determination of the DLGF pertaining to the approval or disapproval of a bond issuance or lease contract. The
petition must be filed in the tax court not more than 45 days after the DLGF enters its order. 

Each political subdivision that has any outstanding bonds or leases must submit a report to the DLGF before
March 1of 2006 and each year thereafter that includes a summary of all the outstanding bonds or leases of the
political subdivision as of January 1 of that year. A political subdivision that issues bonds or enters into a lease
after December 31, 2005, must supply the DLGF with information concerning the bond issue or lease within
20 days after the issuance of the bonds or execution of the lease. A copy of the official statement and bond
covenants, if any, must be supplied with this information. The DLGF may establish a procedure that permits
a political subdivision to transfer the information to the DLGF in a uniform format through a secure connection
over the Internet or through other electronic means.

Appeal Notifications - By County Assessors and County Auditors: Currently, the county or township assessor
notifies the county auditor of all assessments under appeal. Under this proposal, the notification would be in
writing. The notice would have to include the appellant’s name, address, current year AV, and prior year AV.
This bill also requires the county auditor to send a copy of the notice to any taxing unit in which the AV of the
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appealed items constitutes at least 1% of the unit's total gross certified AV for the preceding assessment date
(affected unit), as determined by the county auditor. Preparation and transmission of notices would increase
township and county assessor, and county auditor costs. Township and county assessor, and county auditor
offices are funded through the county General Fund.

Appeal Notifications - By County Property Tax Assessment Boards of Appeals and County Auditors: Under
current law, the county property tax assessment board of appeals (PTABOA) must give notice of the hearing
date to the petitioner and the township assessor. Under the proposal, the PTABOA must also give notice to the
county assessor and the county auditor. All notices would have to include the AV of the appealed item for the
current year and for the preceding year and a statement that an affected taxing unit may attend the hearing,
offer testimony, and file a brief in the proceeding. An affected taxing unit would not, however, be a party to
the appeal.

Under current law, the PTABOA must give notice of its determination to the petitioner, the township assessor,
and the county assessor. Under the proposal, the PTABOA must also notify the county auditor, and any
affected taxing units.

The proposal also makes the county assessor responsible for transmitting a petition for review to the Indiana
Board of Tax Review not later than 10 days after the petition is filed.   

Preparation and transmission of these notices will increase costs for the PTABOA , the county auditor, and
the county assessor by an indeterminable amount.

Appeal Notifications -  To the Indiana Tax Court by Affected Units: The proposal allows an affected taxing
unit to request that the county executive initiate an appeal (1) to the IBTR, of a final determination of a
corrected assessment made by the PTABOA or DLGF and (2) to the Tax Court, of a final determination made
by the IBTR. The bill requires an affected taxing unit that requests an appeal to pay for the appeal. This
provision could increase the number of appeals that are initiated by the counties. Appeals initiated by local
units will increase local costs. 

Petition and Remonstrance: Under current law, the issuance of public debt of $2 million or more by a local
governmental unit or school corporation is subject to a petition and remonstrance procedure. It takes the lesser
of 100 or 5% of the property owners’ signatures to invoke the process. Property owners may then sign either
the petition (in favor of) or the remonstrance (against), with the greater number of signatures prevailing. Under
this proposal, tenants of residential property within the taxing unit would also be permitted to sign the either
the petition or the remonstrance. A petition or the remonstrance that is signed by a tenant would have to be
accompanied by an affidavit with the landlord's name and the property's address. This provision could affect
the disposition of challenges to future controlled projects.

CRED and PSCDA Establishment Requirements: The bill specifies additional information and notification
requirements for: (1) an advisory commission on industrial development designating a Community
Revitalization Enhancement District (CRED); or a city or county council designating a Professional Sports and
Convention Development Area (PSCDA). The bill requires the designating entity to: (1) publish notice of the
adoption and substance of the resolution designating a CRED or PSCDA; and (2) file information with each
taxing unit where the CRED or PSCDA is located relating to its boundaries, its economic impact, and its tax
impact. In addition, the bill requires an advisory commission designating a CRED to report to the Department
of State Revenue (in addition to reporting the employers, streets, and street numbers in a CRED as required
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by current statute): (1) the federal identification number of each business in the CRED; (2) the street address
of each employer in the CRED; and (3) the name, telephone number, and email address (if available) of a
contact person for each employer in the CRED.

Explanation of Local Revenues: 

Local Borrowing: The bill provides that bonds and leases issued by political subdivisions and payable from
sources other than property taxes are subject to approval by the DLGF. It also establishes additional criteria
for DLGF approval of property tax based bonds and leases (which are subject to DLGF approval under current
law). The impact that these provisions will have on local borrowing is indeterminable; however, additional
oversight and the consideration of additional factors as identified in the bill could result in less borrowing.

Library Budgets and Levies: Under current law, fiscal bodies of cities, towns, and counties must review and
adopt budgets and tax levies for taxing units that (a) are not comprised of a majority of officials who are
elected to serve on the governing bodies and (b) are proposing an increase in the total unit tax levy that is
greater than 5%. Under this provision, instead of a review trigger based on the proposed increase in the total
unit tax levy, the trigger for libraries only would be based on the proposed increase in the library’s operating
tax levy. This measure would remove debt levies and library capital projects levies from the trigger calculation.

From 2003 to 2004, there were 22 libraries that had total levy increases over 3% but had operating levy
increases under 3%. Conversely, there were 38 libraries that had operating levy increases over 3% but had total
levy increases under 3%. There were 63 libraries that had both operating and total levy increases over 3% and
there were 117 libraries that had both operating and total levy increases under 3%.
 
So, if this bill had been in effect for 2004, 22 libraries that were subject to review would not have been
reviewed, 38 libraries that were not subject to review would have been reviewed, and the status of 180 libraries
would not have changed.

Under current law, the reviewing body is (1) the municipal fiscal body , if the unit is totally contained in the
municipality, or if the unit was originally established by the municipality; or (2) the county fiscal body if the
municipality is not the appropriate body. 

Under this bill, the reviewing body for library unit would be (1) the municipal fiscal body, if the unit is totally
contained in the municipality; (2) the township fiscal body, if the unit is totally contained in the township and
the municipality is not the appropriate body; or (3) the county fiscal body if neither the township nor the
municipality is the appropriate body.  

(Revised) Assessment of Low Income Rental Housing: Current law prohibits consideration of Section 42
federal income tax credits in determining the AV of low-income rental housing. Under this proposal, the
prohibition would be repealed beginning with property taxes paid in 2006.

There is a great deal of uncertainty surrounding the issue of when and how the credits are to be considered
under statutory law (before the prohibition was enacted), case law, and the new market value-based assessment
rule. Before the prohibition was enacted, the assessment of low- income housing property under the income
method may or may not have considered the income from the credits.

The Indiana Housing Finance Authority (IHFA) oversees the granting of Section 42 credits in the state.
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According to the IHFA, about $15 M in net credits were awarded in 22 counties in CY 2004. Net credits are
total credits ($16.6 M) less returned credits ($1.6 M). These credits continue for a total of ten years. The
amount of the credit in each subsequent year is equal to the amount awarded in the first year. So, for instance,
the credits granted in 2004 of $15 M are actually worth a total of $150 M over the 10 year period.   

There is uncertainty as to how to value the credits for property tax purposes. The following are two of several
theories on how to convert the federal credits into assessed value. 

One theory is to use the net present value of the credits granted over the past ten years. The net present value
of the total 10-year value of the credits granted in each year was calculated by discounting the annual payments
at the average 10-year treasury bill rate in effect in the year that the credits were issued. This amount was
further discounted by 20% as it is understood that the credits are resold at about 80% of their value. Under this
theory, the credits granted over the past 10 years, discounted for resale, would be worth AV of about $652 M
for taxes paid in 2006 and $725 M for 2007.

Another theory recognizes only the unused portion of the discounted net present value. So, the values calculated
above would be reduced by the used portion of those credits. Under this theory, the credits granted over the past
10 years, discounted for resale, would be worth AV of about $405 M for taxes paid in 2006 and $460 M for
2007.

If it is assumed that all local assessors would incorporate these credits in the AV of low income rental housing,
the tax base could rise by a range of  $405 M to $652 M in CY 2006 and $460 M to $725 M in CY 2006.
These AV increases would reduce the state average net tax rate by a range of about $0.0025 to $0.0040 per
$100 of AV. The resulting net tax shift from all taxpayers to owners of low income rental property is estimated
at a range of about $7.0 M to $11.2 M in CY 2006 and $8.1 M to $12.8 M in CY 2007. The actual increase
in AV and the resulting tax shift would depend on (1) whether or not each local assessor adds the value of the
credits to the value of the property, (2) the method used to convert the credits into AV, and (3) future appeals
and court rulings.   

(Revised) Inventory Deduction and CEDIT Homestead Credit: Under current law, each county was permitted
to adopt an ordinance to provide a 100% inventory deduction for taxes paid in CY 2004, CY 2005, and CY
2006. This deduction will apply statewide beginning with property taxes paid in CY 2007. Counties that elected
to provide the deduction for 2004, 2005, and 2006, and then all counties beginning in 2007, are permitted to
use CEDIT proceeds to pay for additional homestead credits in the county in order to mitigate any shift of the
tax burden from inventory property to homestead property. The county may impose an additional CEDIT rate
of up to 0.25% for this purpose. 

Deduction: The ability to adopt the deduction for the March 1, 2005 assessment date (for taxes paid in 2006)
expired on March 30, 2004. This bill would extend the time in which a county may adopt the deduction
ordinance through May 30, 2005  

Extending the deadline by which a county can adopt an ordinance to provide a property tax deduction for
inventory assessed in 2005 would result in additional deductions for taxes paid in 2006 if there are any counties
that elect to enact the deduction under this provision. Deductions from property taxes shift the property tax
burden from the owner of the property receiving the deduction to all taxpayers.

Credit: Currently, a county may adopt an ordinance regarding the CEDIT rate for homestead credits from
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January 2 through March 31 in any year. This bill would change the March 31 deadline to May 30, each year.

Currently, this additional homestead credit, if adopted by the county, may be applied at a uniform credit rate
across the county or it may be allocated among the county’s taxing districts on a pro rata basis using the
proportion of the county’s inventory valuation in the district as the basis. The allocation method, if adopted by
the county, is supposed to equitably distribute the credits in counties with a non-uniform inventory distribution.

However, some counties have taxing districts with large amounts of inventory, but few homesteads. If the
allocation method were employed in these counties, then the available credits in districts with a lot of inventory
but few homesteads would far exceed the inventory tax shift, and possibly the total tax liability, of the
homesteads in the district. Homesteads in other districts would not get an equitable share of total credits.  

This bill would give the county auditor, with the approval of the imposing body, the authority to adjust each
district’s credit percentage under the allocation method in order to achieve equity. The total amount of local
homestead credits and the CEDIT rate necessary to generate them would not be affected by this provision. This
provision does not change the countywide total value of the credits. 

(Revised) Local Property Tax Credits: Under this provision, each county has an option to provide local
property tax credits. For taxes paid in 2005, 2006, 2007, and 2008, counties that offer a credit may choose
between two credit programs.

Under the first option, the first credit would be available to all owners of both real and personal property whose
net property tax, after all credits are applied, exceeds 2% of the property’s gross assessed value (AV). The
credit would equal the amount of tax that exceeds the 2% threshold. 

The second option for taxes paid in 2005, 2006, 2007, and 2008 would provide property tax credits to
homeowners if (1) the net property tax on the homestead in 2003, after all credits are applied, was more than
twice the amount of the 2002 net tax (an increase of more than 100%), and (2) the increase in net tax was at
least $500. Each year, the credit would equal the 2003 net tax increase multiplied by: 80% in 2005, 60% in
2006, 40% in 2007, and 20% in 2008. This credit would be available only if the person liable for taxes on the
homestead in the credit year is the same person that0 was liable in 2003.  

For years following 2008, all counties may offer the credit for taxes that exceed 2% of gross AV contained in
the first option for 2005 through 2008. 

No application is required to receive either credit. The county auditor would identify the eligible properties and
apply the credit. The entire 2005 credit could be applied to the tax installment that is due in November, 2005.

There is no specific funding mechanism for this credit. Property tax credits that are not funded reduce the tax
collections that are distributed to local civil taxing units and school corporations. So, the entire cost of the
credit would be a local revenue reduction.  However, the  bill permits counties to use any available source of
revenue to offset this loss. The bill prohibits a taxing unit from appealing for an excessive levy in a succeeding
year to cover a shortfall caused by the allowance of a credit. 

An analysis of 2002 and 2003 parcel level property tax data for 43 counties (including Lake, Marion, St.
Joseph, and Vanderburgh) was performed to estimate the impact of enacting either of the two optional credits.
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Each of the 43 counties had homesteads that would qualify for the excessive tax increase. The full amount of
the tax subject to credit at the appropriate percentage each year in the 43 counties is $48.9 M. Lake County
led all 43 counties with $29.5 M. At the appropriate credit percentage, the total possible credit for all 43
counties is estimated at $39.1 M in CY 2005, $29.3 M in CY 2006, $19.6 M in CY 2007, and $9.8 M in CY
2008.

According to the data, homesteads in 9 of the 43 counties would benefit from the credit that would be based
on net taxes that exceed 2% of gross assessed value. The total for the 9 counties was estimated at $16.4 M with
$15 M of the total amount in Lake County. 

The following table is a summary of the estimated credits for homesteads in each county. The credit for taxes
over 2% of gross assessed value would also include non-homestead real property and personal property.
Assuming no deductions, property other than a homestead would qualify for the credit in a county that adopts
the credit if the net tax rate applicable to that property is greater than $2.0000 per $100 of assessed value. The
net rate begins with the district gross tax rate and then nets out PTRC, which differs for real property and
business personal property. The cost of the 2% credit for non-homestead properties would be added to the cost
of the 2% credit for homesteads to determine the full cost of that credit in a county.
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(Revised) Local Property Tax Credits Funded by Appeal Settlements: There is currently a pending settlement
of property tax assessment cases regarding U.S. Steel in Gary. It is understood that, under the settlement, the
total amount that the affected Lake County taxing units would receive is about $53 M. This would include the
amount actually paid by U.S. Steel plus the amount paid by the state in PTRC per the agreement. 

Under current law, the settlement money is considered as ordinary property tax collections and it will be
distributed to local taxing units and the school corporation just as all property tax collections are distributed.
The distribution will be proportional, based on 2004 tax rates. The table following this section contains the
estimated distribution of the $53 M to each unit that services the taxing district including U.S. Steel.

This provision would permit any taxing unit that receives a portion of the settlement to use its share to provide
property tax credits in the year following receipt of the money to all taxpayers in the taxing unit, except U.S.
Steel.

Under current law, collections of property tax that exceed 100% of a unit’s certified levy in a year must be
placed in the unit’s levy excess fund. This money is then used to reduce the following year’s tax levy. Taxing
units may use part of the settlement for their current budget if property tax collections are below 100%. Only
that part of collections that exceed 100% of the total tax levy must go into the levy excess fund. All taxpayers
in the taxing unit, including U.S. Steel, will benefit from the levy reduction in the following year.    

There are two differences between the impact of the settlement under current law as opposed to the impact
under this proposal. If, under this proposal, a taxing unit chooses to pay credits with the settlement amount,
then (1) the unit may not spend any of the settlement for any other reason, and (2) U.S. Steel would not receive
any benefit from the settlement money.  

Estimated Distribution of $53 M U.S. Steel Property Tax Settlement

Taxing Unit Est. Share Taxing Unit Est. Share

State Unit 14,000 Gary Airport 451,000

Lake County 6,680,000 Gary Redevelopment 74,000

Calumet Township 3,623,000 Gary Public Trans. 1,218,000

City of Gary 21,452,000 Lake Co. Solid Waste 150,000

Cary Comm. Schools 14,119,000 Gary Storm Water 312,000

Gary Public Library 2,090,000 Gary Redevelopment (TIF) 49,000

Gary Sanitary 2,762,000

State Agencies Affected: Department of Local Government Finance; Indiana Board of Tax Review; Local
Government Tax Control Board; Department of Revenue; Department of Natural Resources; State Fair Board.

Local Agencies Affected: County auditors; County assessors; Township assessors; County property tax
assessment boards of appeals; Political subdivisions.

Information Sources: Kurt Barrow, Assessment Director, DLGF, 317-232-3777; Local Government
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Database; Indiana Department of Commerce, 2003 EDGE Annual Report, March 31, 2004; 2003 EDGE for
Retention Annual Report, March 31, 2004; Claudia Fuentes, Department of Commerce, 317-234-0616.

Fiscal Analyst: Bob Sigalow, 317-232-9859; Jim Landers, 317-232-9869; Chuck Mayfield, 317-232-4825;
Bernadette Bartlett, 317-232-9586.


